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The  appeal  of  the  United  States'  hunanocentric  values  and  its 
economic  strength  allowed  it  to  shape  much  of  the  post-World  War  II 
international  order.  Institutions  created  then  at  U.S.  behest,  and 
which  still  guide  the  world's  affairs  today  —  the  United  Nations, 
the  World  Bank,  the  International  Monetary  Fund,  the  General 
Agreement  on  Tariffs  and  Trade,  the  Organization  of  American 
States,  and  others  —  secured  our  national  interests  while 
advancing  global  welfare. 

In  1992,  we  are  at  another  historic  crossroad.  As  in  1945,  we 
are  the  world's  undisputed  military  power,  and  our  national  values 
of  democracy,  respect  for  human  rights,  and  the  freedom  of  the 
market  are  again  the  beacons  guiding  nations  to  a  brighter  future. 
But,  unlike  the  early  post-World  War  II  era,  our  relative  economic 
power  today  is  much  diminished,  our  ability  to  shape  the  post-Cold 
War  order  constrained. 

Our  still-formidable  power  nonetheless  imposes  upon  us  a 
special  burden  of  world  leadership.  Nowhere  is  that  leadership  in 
greater  demand  today  than  in  the  Americas,  where  in  the  last  half- 
dozen  years  generations  of  autocratic,  statist  rule  have  yielded  to 


freely-elected  governments  in  practically  every  nation  of  the 
hemisphere.  If  the  hemisphere  remains  democratic,  prosperous,  and 
free,  our  own  security  will  be  enhanced.  Timely  and  effective  U.S. 
leadership  could  spell  the  difference  between  the  stirvival  of  these 
newly- implanted  democratic  systems,  or  a  return  to  an  earlier  era. 

Conscious  of  the  historic  moment,  on  June  27,  1990  President 
Bush  launched  the  Enterprise  for  the  Americas  Initiative  (EAI) . 
The  EAI  offers  a  more  mature  foundation  for  hemispheric  relations: 
free  trade. 

Hemispheric  free  trade  is  a  visionary  idea  that,  while  not 
entirely  new,*  has  never  before  been  formally  proposed  by  a  U.S. 
administration.  The  hemisphere's  new  leaders  have  endorsed  it 
enthusiastically.  But,  here  at  home  and  elsewhere,  there  are 
doubters . 

Is  hemispheric  free  trade  in  our  interest?  Would  it  enhance 
our  national  security,  or  diminish  it?  What  does  it  offer  our 
hemispheric  partners?  What  are  its  costs,  if  any,  to  us  and  our 
trading  partners?  Having  authored  the  proposal,  have  we  the 
national  resolve  to  see  it  through  in  the  face  of  political 
opposition? 

This  paper  examines  these  issues.  In  Part  I  we  review  the 
theoretical  case  for  free  trade.  Part  II  considers  briefly  the 
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hemisphere's  astounding  transformation  in  the  closing  decade  of 
this  twentieth  century,  and  traces  our  economic  and  trade  and 
relations  with  the  hemisphere.  Part  III  takes  a  closer  look  at  the 
President's  free  trade  proposal,  examining  the  pros  and  cons.  In 
Part  IV,  we  present  our  conclusions  and  some  recommendations  for 
action. 

r 

The  key  conclusion:  the  United  States  should  pursue  a  pan- 
American  free  trade  agreement  as  a  high-priority  national 
objective.  The  moment  is  ripe. 


PART  I  -  THE  CASE  FOR  TREE  TRADE 

FREE  TRADE I  HBO  WINS? 

According  to  the  classical  theory  of  comparative  advantage,^ 
under  perfect  competition  countries  with  different  resource 
endowments  can  each  gain  from  trade.  Moreover,  economic  efficiency 
is  maximized  if  trade  is  unimpeded.  But  perfect  competition  may 
never  obtain.  Does  this  invalidate  the  case  for  free  trade? 

Recent  theoretical  work  suggests  gains  from  trade  are  possible 
even  in  the  absence  of  perfect  competition.  Furthermore,  the 
weight  of  the  evidence  continues  to  favor  less,  rather  than  more, 
government  intervention  in  trade.’  Indeed,  government  intervention 
in  trade  is  found  generally  to  be  either  harmful,  or  a  poor 
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substitute  for  alternative  policies  that  could  better  address 
specific  economic  distortions.* 

In  moving  toward  free  (or  freer)  trade,  however,  some  groups 
are  apt  to  feel  distress  in  the  short  run  unless  they  get  help  to 
adjust  to  their  new  competitive  environment.  Nonetheless,  the 
theoretical  and  empirical  evidence  suggests  that  the  benefits  of 
free  trade  generally  outweigh  those  adjustment  costs  sufficiently, 
so  that  "winners"  can  compensate  "losers"  and  still  have  enough 
gains  left  over  to  spread  among  all  consumers.^  (We  should  note 
that  producers  and  workers  are  consumers,  too,  and  as  such  also 
benefit  from  free  trade.) 

This,  then,  is  the  theoretical  case  for  free  trade. 

FREE  TRADE:  FOUMDATZOM  OF  U.8.  TRADE  POLICY 

The  United  States  has  long  championed  free  trade,  and  has 
sought  to  base  its  trade  policy  on  free  trade's  intellectual 
underpinnings . 

Following  World  War  II,  with  the  objective  of  spurring  world 
trade  and  accelerating  the  reconstruction  of  war-torn  Europe  and 
Japan,  the  United  States  moved  decisively  to  help  found  the  General 
Agreement  on  Tariffs  and  Trade  (GATT)  .  While  not  a  free  trade 
regime,  the  GATT  did  create  a  framework  for  reducing  trade 
barriers.  Since  its  Inception  in  1947,  the  GATT  has  successfully 
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negotiated  seven  rounds  of  successive  tariff  reductions  and  other 
trade-liberalizing  measures.  Not  coincidentally,  world  trade 
mushroomed . 

Protectionism  has  nonetheless  always  been  a  strong  counter- 
current  in  the  United  States,  and  is  far  from  dead  today.  Indeed, 
the  last  two  decades  have  seen  a  growing  trend  toward 
protectionism.* 

Trade  intervention  can,  under  certain  circumstances,  produce 
economic  rents  (monopoly  profits)  for  protected  home  producers.^ 
Not  surprisingly,  as  the  GATT  has  slashed  tariffs  and  quotas, 
governments  —  including  our  own  —  have  found  other  means  to 
thwart  imports.  Today,  non-tariff  barriers  abound,  including 
import-discouraging  government  regulations  (especially  in  the  areas 
of  environment  and  health)  ;  industrial  standards  skewed  in  favor  of 
home  producers;  biased  procurement  practices  (both  public  and 
private) ;  "voluntary"  export  restraints  (VERs) ;  "orderly  marketing 
arrangements"  (ONAs) ;  etc.  Moreover,  as  the  mix  of  world  trade  has 
shifted  to  ever  more  agricultural  products  and  services,  a  growing 
share  of  world  trade  is  subjected  to  government  intervention.  GATT 
rules,  unfortunately,  do  not  yet  cover  those  services  or 
agricultural  products  effectively. 

Given  this  erosion  in  international  trade  discipline,  the  GATT 
has  understandably  come  under  criticism.  Convinced  that  a  major 
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overhaul  of  the  GATT  was  necessary  for  world  trade  to  continue 
expanding,  the  United  States  in  the  early  1980s  began  pressing  for 
a  new  round  of  GATT  liberalization.'  Those  efforts  paid  off  in 
1986,  when  the  GATT  contracting  parties  agreed  to  undertake  the 
most  far-reaching  reform  of  the  GATT  since  that  institution's 
inception.  The  GATT  "Uruguay  Round"  (so  called  in  honor  of  the 
country  that  hosted  the  fateful  meeting)  was  launched. 

The  Uruguay  Round  was  to  have  concluded  on  December  31,  1990, 
but  the  United  States  (and  like-minded  countries)  on  the  one  hand 
and  the  European  Community  (EC)  on  the  other  remained  too  far  apart 
on  key  issues.  The  main  stumbling  block  has  been  agriculture,  with 
the  United  States  insisting  on  major  cuts  in  barriers  to 
agricultural  trade,  and  the  EC  adamant  in  protecting  its  farmers.’ 
The  deadline  for  the  Round  passed  without  final  agreement. 

Rather  than  risk  the  possibly  devastating  surge  of 
protectionism  that  failure  of  the  Uruguay  Round  might  usher,  the 
GATT  contracting  parties  agreed  to  extend  the  Round  until  mid- 
1993. In  keeping  with  that  decision,  congress  extended  the 
President's  special  "fast-track"  negotiating  authority  until  June 
1993.“  A  successful  GATT  round  that  embraces  agriculture  and 
services,  and  encompasses  investment  and  intellectual  property,  is 
the  cornerstone  of  U.S.  international  trade  policy  today. “ 

But  how  does  President  Bush's  regional  free  trade  proposal 


6 


square  with  our  global  trade  objectives?  We  turn  to  this  question 
next. 

FREE  TRADE  AREAS:  PROS  AHD  CONS 

A  free  trade  area  (FTA)  can  be  said  to  expand  economic  well¬ 
being  if  it  increases  aggregate  output  (i.e.,  raises  national 
income) .  In  the  short  run,  however,  moving  to  free  trade  can 
affect  some  individuals  and  firms  adversely.  For  example, 
producers  who  had  formerly  enjoyed  protection  from  •  import 
competition  might  have  to  abandon  inefficient  lines  of  production 
in  the  face  of  new  competition.  Even  in  this  case,  however,  free 
trade  is  generally  preferred,  since  total  gains  exceed  total  costs. 

But  quantifying  a  proposed  FTA's  likely  effects  on  national 
income  is  a  difficult  proposition,  if  not  a  practical 
impossibility.’^  To  get  around  this  problem.  Professor  Jacob  Viner 
suggested  an  analytical  framework  in  1950  that  compares  an  FTA's 
trade  creation  and  its  trade  diversion  effects.'*  If  an  FTA 
creates  more  trade  than  it  diverts,  it  is  deemed  preferable  to  its 
antecedent . 

As  Viner  showed,  even  economically  justified  FTAs  can 
sometimes  divert  trade  from  lower-cost  producers  (outside  the  FTA) 
to  higher-cost  ones  (inside  the  FTA),  resulting  in  some  loss  of 
economic  efficiency.'*  This  does  not  invalidate  the  pro-free  trade 
argument,  however,  since  the  gains  from  trade  creation  will 
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normally  still  exceed  the  trade  diversion  losses,  as  discussed 
above . 

Viner's  analytical  framework,  however,  provides  an  essentially 
static,  short-term  view,  and  focuses  mainly  on  costs.  Subsequent 
writers  have  shown  that,  even  when  there  is  trade  diversion,  the 
dynamic  effects  of  an  FTA  (for  example,  on  investment,  and  other 

r 

efficiencies)  can  more  than  compensate  for  the  trade  diversion 
costs. 

MAXZMZ2I1I0  THE  BBNBFZTS  OF  FTAs 

Fortunately,  an  FTA's  trade  diversion  costs  can  be  mitigated, 
and  its  trade  creation  effects  enhanced,  under  the  following 
conditions;'^ 

o  the  tariffs  of  countries  outside  the  FTA  are 
high; 

o  pre-FTA  tariffs  of  the  FTA  members  were  also 
high; 

o  after  establishment,  the  FTA  members'  tariffs 
against  non-members  are  low; 

o  the  FTA  members  were  already  major  trading 

partners  and  strong  competitors  before  the 
FTA's  creation; 

o  the  members  are  close  geographically  (this 

minimizes  shipping  differentials) ; 
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o  the  members  are  at  roughly  comparable  levels 
of  development,  and 

o  the  FTA  is  comprehensive  (i.e.,  covers 
essentially  all  trade  among  the  members) . 

The  implications  of  the  foregoing  for  U.S.  policy  include  the 
following: 

o  We  should  not  participate  in  any  FTA  that  raises  existing 
barriers  against  the  rest  of  the  world. 

Comment:  The  likelihood  that  any  of  our  western  hemisphere  trading 
partners  would  seek  increased  protection  within  an  FTA  is  small. 
A  majority  of  the  countries  in  the  hemisphere  are  in  fact  already 
moving  in  the  opposite  direction  of  their  own  accord.  (Part  III 
provides  additional  discussion  of  this  development.) 

o  We  should  anticipate  that  our  Western  Hemisphere  trading 
partners'  differing  levels  of  development  will  produce 
some  political  strains. 

Comment:  Some  Latin  or  Caribbean  countries  may  lack  sufficient 
capital  to  upgrade  their  industrial  plant  to  compete  effectively 
with  their  more  powerful  North  American  counterparts.  The  remedies 
are  clear:  phase  in  the  dismantling  of  protection  by  the  weaker 
member  states  to  allow  them  sufficient  time  to  adjust,  and  provide 
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them  technical  assistance  (and  possibly  some  direct  aid)  until  they 
are  strong  enough  to  compete  effectively. 

o  A  hemispheric  FTA  must  include  highly-protected  U.S. 
sectors,  such  as  textiles  and  apparel,  sugar,  etc. 

Comment:  To  exclude  these  sectors  (as  does  the  Caribbean  Basin 
Initiative  —  see  below)  would  diminish  an  FTA's  attraction  for 
many  of  the  developing  countries  in  the  hemisphere,  particularly 
those  which  face  the  largest  adjustment  burdens. 

This  brings  us  to  the  next  question:  what  benefits  would  our 
trading  partners  derive  from  hemispheric  free  trade?  Before 
addressing  it,  however,  let  us  take  a  brief  look  at  recent  events 
in  the  hemisphere. 


PART  IZ  -  THE  AMERICAS  ZH  TRAM8ZTZOM 

The  Western  Hemisphere  has  changed  more  profoundly  in  the  last 
decade  than  at  any  time  since  the  nineteenth  century  wars  of 
independence.  When  glasnost  and  perestroika  were  just  beginning  to 
reshape  the  Soviet  empire  at  the  end  of  the  1980s,  the  peoples  of 
this  hemisphere  were  already  well  into  their  own  political  and 
economic  revolution,  through  free  and  fair  elections. 

By  1990,  with  the  notable  exception  of  Cuba,  in  every  American 
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republic  where  authoritarian  or  military  regimes  had  once  held 
sway,  democratic,  pro-market  governments  had  been  elected  to  take 
their  place.'*  In  Central  America,  internecine  wars  began  to  yield 
to  political  accommodation.  Nations  that  had  pursued 
industrialization  by  shielding  domestic  producers  from  external 
competition  jettisoned  this  once-popular  “import  substitution" 
model.  That  economic  development  model  produced  positive  results 
while  commodity  export  prices  were  buoyant  and  external  loans 
plentiful,  although  at  the  cost  of  growing  economic  rigidity  and 
declining  international  competitiveness.  When  the  conditions  that 
made  that  model  viable  soured  in  the  early  1980s  (on  the  heels  of 
the  second  oil  shock  and  ensuing  world  recession) ,  the  economic 
house  of  cards  built  on  import  substitution  collapsed. 

Epochal  change  has  not  spared  industrial  North  America.  In 
1988,  the  united  Sates  and  Canada  finally  gave  substance  to  an  age- 
old  dream:  bilateral  free  trade.  The  1988  U.S. -Canada  Free  Trade 
Agreement  (CAFTA)  eliminates  virtually  all  bilateral  trade 
barriers,  and  creates  new  rules  on  bilateral  investment, 
intellectual  property  rights,  and  trade  in  services  that  are  models 
for  the  world.*’  On  our  southern  flank,  Mexico  has  cast  aside 
generations  of  suspicion  of  the  "Colossus  of  the  North"  and 
proposed  that  the  United  States  and  Mexico,  too,  trade  freely. 
Today  the  three  —  the  United  States,  Canada  and  Mexico  —  are 
engaged  in  intensive  negotiations  to  implant  free  trade  "from  the 
Arctic  Circle  to  the  Yucatan."^ 
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Many  forces  helped  propel  these  monumental  changes.  The 
international  debt  crisis  unmasked  the  real  costs  of  the  import 
substitution  strategy,  while  laying  bare  the  political  bankruptcy 
of  autocratic  and  militarist  rule;  "glasnost"  and  "perestroika" 
signalled  the  ascendancy  of  political  and  economic  freedom  around 
the  world;  the  end  of  the  Cold  War,  and  consequent  loss  of 
communist  patronage,  caused  many  of  the  hemisphere's  insurgencies 
to  revise  their  calculus  of  belligerency. 

These  changes  in  the  rest  of  the  hemisphere  affect  our  own 
national  security  and  interests  profoundly.  And,  as  regional  links 
intensify,  our  stake  in  the  welfare  of  our  sister  American 
republics  grows. 

Before  turning  to  the  free  trade  connection,  let  us  briefly 
review  recent  U.S.  economic  relations  with  the  rest  of  the 
Americas. 

U.S.-HENI8PHERZC  RBLATZ0H8 

The  United  States  has  always  projected  an  important  presence 
in  the  hemisphere,  even  in  those  periods  of  our  history  when  we 
have  been  turned  mostly  inward.  That  presence  has  many  dimensions, 
but  we  will  confine  our  review  to  economic  aspects. 

Tables  I  and  II  reveal  the  Importance  of  the  U.S.  trade 
relations  with  the  hemisphere.  U.S. -Canada  bilateral  trade  dwarfs 
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Tabl*  Z.  8HARB8  07  ZHTRA-TRADB  IM 
MOBTH  AMD  8O0TB  AMSRZCAM  COUMTRZB8 


TOTAL  ZMP0RT8  •  1988 


ExpQrtgg 

Total  Imports 
fS  millions^ 

Share  of  total 
imports  from  N. 
and  S.  America 
IS£Ai  From  U.S. 

Argentina 

5,322 

50.2 

16.7 

Bolivia 

766 

68.1 

21.0 

Brazil  * 

16,054 

36.1 

20.1 

Canada  * 

86,810 

71.1 

68.0 

Chile 

4,731 

52.6 

21.2 

Colombia 

5,005 

60.9 

36.2 

Ecuador 

1,714 

54.0 

33.1 

Mexico  * 

9,428 

72.5 

65.9 

Parguay 

574 

54.9 

10.0 

Peru  * 

2,365 

60.3 

25.9 

Uruguay 

1,177 

59.7 

7.9 

United  States 

458,682 

29.2  *** 

— 

Venezuela  ** 

14,690 

56.8 

42.0 

*  -  1987 
**  -  1986 

***  -  of  which  17.6  percentage  points  from  Canada,  and 
11.6  points  from  the  rest  of  the  hemisphere. 


Source:  Erzan,  Refik  and  Alexander  Yeats,  "Free  Trade  Agreements 
with  the  United  States:  What's  In  It  For  Latin  America?"  The  World 
Bank,  Washington,  D.C.  (January  1992). 
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Tabl«  IZ.  8HARB8  OF  IHTRA-TRADB  IM 
NORTH  AMD  80UTB  AMERZCAN  C0U11TRIB8 

TOTAL  BXPORT8  -  1988 

Share  of  total 
exports  to  N. 


Total  Exports  and  S.  America 


Exp<?rt?r 

f$  ailliong) 

X&^Rl 

1&  V.& 

Argentina 

9,134 

34.7 

16.9 

Bolivia 

570 

74.6 

16.9 

Brazil  * 

26,229 

41.8 

26.7 

Canada  * 

92,886 

78.0 

75.8 

Chile 

6,794 

32.6 

18.3 

Colombia 

5,026 

56.6 

39.3 

Ecuador 

2,192 

67.3 

45.9 

Mexico  * 

19,354 

73.6 

64.6 

Parguay 

510 

45.9 

3.8 

Peru  * 

2,152 

49.5 

29.9 

Uruguay 

1,443 

39.4 

11.2 

United  States 

303,380 

35.1 

— 

Venezuela  ** 

8,613 

65.6 

52.9 

*  -  1987 
**  -  1986 


Source:  Erzan,  Refik  and  Alexander  Yeats,  "Free  Trade  Agreements 
with  the  United  States:  What's  In  It  For  Latin  America?"  The  World 
Bank,  Washington,  D.C.  (January  1992). 
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that  between  any  other  two  countries  in  the  world.  (At  some  $178 
billion  in  1990,  it  was  close  to  our  total  trade  of  $195  billion 
with  the  whole  of  the  European  Community  that  year.)^'  Our  third 
largest  trading  partner,  after  Canada  and  Japan,  is  Mexico.^ 

Though  less  intense,  our  economic  relations  with  our  other 
hemispheric  partners  are  of  considerable  importance.  We  are  the 
most  important  export  market  for  most  of  those  countries  (Table 
II) .  Moreover,  the  volume  of  U.S.  investment  in  the  rest  of  the 
Americas  exceeds  that  from  all  other  sources  combined.^ 

Our  own  well>being  is  tied  to  Latin  America's,  and  vice  versa. 
For  example,  over  half  of  Latin  American  imports  (some  14  percent 
of  our  exports)  are  sourced  in  the  United  States.^ 

NORB  TRAOB,  HOT  AXO 

As  Table  III  indicates,  U.S.  economic,  financial,  and  military 
assistance  have  also  been  major  elements  in  U.S. -Latin  American 
post-War  relations.  This  has  been  especially  true  in  the  last 
decade,  and  particularly  in  Central  America  and  the  Caribbean. 

In  recent  years,  however,  the  United  States  has  been  placing 
increasingly  greater  reliance  on  trade  (and  private  investment)  as 
the  principal  means  of  supporting  democratic  change  and  economic 
progress  in  the  region.  This  trend  began  in  earnest  in  1984,  with 
the  Kissinger  Commission^  recommendations  for  one-way  U.S.  trade 
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concessions  to  the  countries  of  the  Caribbean  Basin,  many  of  which 
were  then  mired  in  civil  strife,  recession,  or  both. 


Table  III.  0.8.  ECONOMIC  AND  OTHER 
ASSISTANCE  TO  LATIN  AMERICA 
AND  THE  CARIBBEAN 

(  $  Billions  ) 


Proaram 

1999“’ 

1990<» 

122i“’ 

Development 

Assistance 

417.0 

390.5 

357.1 

406.2 

Balance  of  payments 
support  (ESF) 

550.4 

1,093.0 

703.7 

713.9 

Food  Aid  (PL-480) 

385.1 

284.3 

301.8 

300.2 

Peace  Corps 

28.5 

24.4 

25.7 

28.0 

Military  Assistance 

161.3 

231.8 

222.4 

279.2 

Narcotics  Control 

55.4 

72.0 

86.6 

99.9 

U.S.  Contributions 
to  multilateral 
funds 

20.4 

52.0 

67.4 

167.3 

Total 

1642.6 

2173.9 

1764.7 

2,304.3 

Notes: 

1)  Actual 

2)  Estimated 

3 )  Requested 

4)  Includes  World  Bank,  Inter>Amercian  Development  Bank, 
Organization  of  American  States 

5)  Includes  other  U.S.  loans  (e.g. ,  Eximbank;  Trade  and 
Development  Program;  Commodity  Credit  Corporation; 
Overseas  Private  Investment  Corp. 


Source:  U.S.  Agency  for  International  Development.  Latin  America 
and  the  Caribbean:  Selected  Economic  and  Social  Data.  Washington 
D.C.,  (July  1991). 
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The  accomplishments  of  the  resulting  Caribbean  Basin 
Initiative  (CBI)  are  instructive  for  U.S.  policy  today.  Those  CBI 
countries  that  have  availed  themselves  of  the  opportunities  the  CBI 
program  offers^*  have  made  great  strides  in  diversifying  their 
economies  and  exports.  They  have  reduced  their  dependence  on  the 
handful  of  farm  crops  they  traditionally  exported  (e.g.,  coffee, 
sugar,  bananas) ,  '  while  making  significant  gains  in  industry, 
especially  agro-industry  and  textiles.  We  shall  revisit  this  theme 
in  Part  III. 

Inspired  by  the  CBI's  success,  the  Bush  Administration 
proposed  similar  concessions  for  the  Andean  nations  in  1991.  This 
"Andean  Initiative"  is  intended  to  help  those  countries  combat  drug 
production  and  trafficking  by  spurring  economic  development. 
Finally,  the  U.S.  Generalized  System  of  Preferences  (GSP)  accords 
most  developing  countries,  including  all  those  in  this  hemisphere 
(except  Cuba),  preferential  access  to  the  U.S.  market  for  many  of 
their  products. 

None  of  these  trade  concessions,  however,  is  "free  trade"  as 
contemplated  in  the  EAI.  The  CBI,  GSP,  and  Andean  Initiative  are 
all  unilateral  U.S.  concessions,  and  hence  can  theoretically  be 
rescinded  by  the  U.S.  government.  We  therefore  now  turn  to  examine 
the  EAI  free  trade  proposal. 
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PART  IIZ  -  THB  BAZ  AMD  FRSB  TRAOB 


The  EAI  in  fact  contains  related  proposals  in  four  areas: 
trade,  investment,  debt,  and  the  environment.  (Appendix  A  contains 
a  summary  of  the  EAI's  main  provisions.)  But  it  is  the  prospect  of 
free  trade  that  makes  this  a  visionary  proposal,  and  which  has 
inspired  the  region^ s  leaders  to  intensify  their  economic  reform 
efforts. 

President  Bush's  free  trade  offer  promises  to  overhaul 
hemispheric  relations  by  giving  our  Western  Hemisphere  trading 
partners  guaranteed  duty-free  access  to  the  U.S.  market.  The 
United  States,  in  turn,  would  receive  like  access  to  their  markets. 
This  more  mature  relationship  would  help  consolidate  our  shared 
respect  for  democracy,  the  rule  of  law,  and  the  principles  of  the 
market . 

"Free  trade  fever"  is  now  sweeping  the  hemisphere.  Sub¬ 
regional  groups  of  countries  are  pursuing  complementary  local  free 
trade  agendas,  both  on  their  own  merits,  and  as  a  stepping-stone 
toward  hemispheric  free  trade.  The  hemisphere's  leaders  apparently 
believe  a  pan-American  free  trade  area  is  an  idea  whose  time  has 
come  —  and  they  are  counting  on  the  United  States  to  help  make  it 
happen . ^ 


18 


WHAT  CAM  FREE  TRADE  OTTER  OUR  LATIN/ CARIBBEAN  PARTNERS? 

So  enthusiastic  has  been  the  pro-free  trade  response 
throughout  the  hemisphere  that  one  might  conclude  the  proposal 
contains  no  drawbacks  for  our  trading  partners.^*  What  do  they 
stand  to  gain? 

The  challenges  that  free  trade  poses  for  our  trading  partners 
are  much  the  same  as  those  we  might  face.  Indeed,  with  more  highly 
protected  (and  consequently  less  efficient)  industry  than  our  own, 
many  of  our  partners  might  even  have  reason  for  pause. 

Some  observers  suggest  free  trade  promises  most  of  our  Latin 
American  trading  partners  relatively  modest  prospects  of  increasing 
their  exports  significantly.  For  example,  recent  estimates  by 
World  Bank  economists  suggest  the  eleven  largest  Latin  economies 
might  raise  their  total  exports  by  some  $2.9  billion  (on  their 
present  export  base  of  some  $35  billion) ,  or  an  average  gain  of 
only  about  eight  percent.”  Results  would  be  particularly  modest 
for  those  small  countries  the  bulk  of  whose  exports  already  enter 
the  United  States  without  significant  restrictions  (as,  for 
example,  most  Caribbean  countries) Mexico  could  be  a  big  gainer 
in  absolute  terms,  capturing  somewhat  over  half  of  the  export 
increment,  but  would  still  fare  little  better  in  relative  terms 
than  the  average  for  all  of  Latin  America.  Potential  gains  for  the 
remaining  countries  would  fall  somewhere  in  between.^' 
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Are  the  prospects  of  a  comprehensive  hemispheric  free  trade 
agreement  in  fact  so  modest?  If  so,  why  have  our  Latin  American 
trading  partners  embraced  the  proposal  so  enthusiastically? 

Part  of  the  answer  is  that  they  are  driven  by  the  same 
motivations  that  propelled  Canada  to  seek  free  trade  with  us:^^  (a) 
gain  assurance  of  continued  access  to  the  U.S.  market  in  the  face 
of  rising  U.S.  protectionism,  and  (b)  gain  protection  from 
unilateral  application  of  U.S.  countervailing  and  anti-dumping 
laws.  Now  that  negotiations  for  free  trade  with  Mexico  are 
underway  in  earnest,  an  additional  aim  of  many  countries  is  to 
prevent  erosion  of  their  position  in  the  North  American  market. 

Part  of  the  reason  that  existing  projections  of  the  benefits 
of  hemispheric  free  trade  are  so  modest  is  that  the  trade 
creation/trade  diversion  model  provides  only  a  static  view;  it 
fails  to  capture  an  FTA's  potential  effects  on  investment, 
externalities,  and  other  dynamic  effects.” 

One  would  indeed  expect  a  pan-American  free  trade  area's 
greatest  punch  would  spring  from  those  dynamic  effects.  The 
experience  of  the  Caribbean  Basin  countries  under  the  CBI  is 
encouraging  in  this  regard.  As  Table  IV  shows,  the  CBI  region  has 
significantly  expanded  its  non~traditional  exports  to  the  United 
States  since  the  inception  of  the  CBI  program:  from  less  than  18 
percent  in  1983,  to  more  than  half  of  all  exports  by  1991.  Those 
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countries  have  successfully  diversified  their  production,  making 
their  economies  less  vulnerable  to  the  vagaries  of  international 
commodity  prices. 


Table  IV.  CEMTRAL  AMSRZCAM  EXPORTS 
TO  THE  UNITED  STATES 

(  $  millions  ) 


Average  Annual 


TOTAL 

1,947.3 

3,228.7 

6.5 

Primary 

1,572.9 

1,&51.9 

2.6 

Manufactures 

286.8 

1,495.1 

32.0 

Non-traditional 
products  * 

335.1 

1,697.6 

22.5 

Primary 

80.7 

51.2 

Manufactures 

19.3 

48.8 

Non-traditional 

17.2 

52.6 

products  * 


*  -  Non-traditional  products  include:  manufactures; 
fruits  and  vegetables;  plants. 


Source:  U.S.  Agency  for  International  Development  Database, 
based  on  U.S.  Department  of  Commerce  data. 


No  less  important  are  the  social  and  political  changes  that 
have  accompanied  this  economic  progress: 

—  better-paying  jobs  raise  family  income  sufficiently  to 
enable  youngsters  to  stay  in  school  longer; 

—  an  expanding  middle  class,  committed  to  the  economic 
and  political  reforms,  is  willing  to  challenge  the 
political  power  of  the  old  oligarchies; 

—  women  have  a  growing  role  in  the  work  force. ^ 

Political  democracy  and  its  economic  analog,  the  market,  have 
found  nourishing  soil  in  Central  America  and  the  Caribbean  on  the 
foundations  of  one-way  free  trade.  That  this  also  enhances  U.S. 
national  security  hardly  needs  elaborating. 

Recent  Central  American  experience,  and  of  others  such  as  the 
European  Common  Market,  suggest  hemispheric  free  trade  can  offer 
its  constituents  other  benefits  as  well.  Commitments  to  free  trade 
constrain  FTA  members  from  using  trade  policy  for  narrow  domestic 
economic  purposes.  This  places  a  greater  premium  on  good  national 
macroeconomic  policy  management.  Better  macroeconomic  policies  in 
curn  improve  the  climate  for  economic  coordination  on  a  broader 
scale,  leading  ultimately  to  greater  economic  efficiency,  and  yet 
highei  ' iving  standards,  for  the  region  as  a  whole. 
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OTHER  0BJECTI0M8  TO  HEMISPHERIC  FREE  TRADE 

Some  critics  oppose  hemispheric  free  trade  for  reasons  other 
than  those  already  mentioned.  We  now  examine  their  views  in  turn. 

1.  The  United  States  Will  Lose  Jobs 

According  to  this  argument,  free  trade  would  cause  the  United 
States  to  lose  jobs  to  the  lower-wage  members  in  the  FTA. 

r 

Except  for  those  industries  that  now  enjoy  high  levels  of 
protection  (at  considerable  cost  to  consumers,  we  might  add) ,  the 
wage  argument  is  specious.  The  average  U.S.  tariff  on  imports  is 
now  less  than  five  percent  (although  rates  can  be  considerably 
higher  for  some  highly  protected  commodities) .  As  noted  earlier, 
a  significant  proportion  of  imports  from  Canada,  the  Caribbean,  and 
the  Andean  countries  already  ente *  duty-free.  On  the  other  hand, 
real  wages  in  the  United  States  are  a  large  multiple  of  wages  in 
any  of  the  other  countries  of  the  hemisphere,  except  Canada.  This 
means  that,  in  relative  terms,  average  U.S.  tariff  protection  today 
is  a  mere  fraction  of  what  would  be  needed  to  offset  those 
countries'  wage  advantage.  Were  low  wages  the  main  determinant  of 
U.S.  investors'  decisions,  many  more  manufacturing  jobs  should  have 
already  moved  south. 

Of  course,  free  trade  will  increase  competitive  pressures  on 
highly  protected  sectors,  whether  in  the  United  States  or 
elsewhere.  This  impact  may  include  loss  of  jobs  and  the  closure  of 
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some  plants  in  particularly  inefficient,  non-competitive 
industries.  However,  while  this  raises  important  questions  of 
equity  and  social  policy,  it  should  not  be  a  reason  for  denying  the 
benefits  of  free  trade  to  all  consumers. 

Something  the  "job  loss"  critics  fail  to  acknowledge  are  the 
costs  of  protection.  These  can  indeed  be  substantial,  although, 
because  they  tend  to  be  widely  dispersed,  usually  escape  consumers' 
notice.  A  few  examples  will  suffice: 

In  the  clothing  and  textile  sector  (one  of  the  most 
highly  protected  not  just  in  the  United  States,  but  in 
other  developed  markets  as  well) ,  the  cost  of  protection 
to  the  American  consumer  in  1987  was  estimated  at  some 
$11  billion  (in  the  form  of  higher  prices) .  Meanwhile, 

U.S.  textile  producers  gained  slightly  more  than  $4 
billion  from  that  protection  —  a  net  loss  of  some  $7 
billion  to  the  U.S.  economy.’* 

—  Another  study  estimated  that  U.S.  consumers  lost  $5.8 
billion  in  1984  through  U.S. -imposed  "voluntary" 
restraints  on  Japanese  car  exports  to  the  United  States, 
while  the  gain  to  U.S.  auto  makers  was  only  $2.6 
billion. 

A  similar  story  can  be  told  for  machine  tools,  sugar,  and  other 
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highly  protected  industries. 


The  real  "jobs"  issue  that  free  trade  poses  —  for  labor  as 
well  as  for  U.S.  policy  makers  —  is  how  to  provide  affected 
workers  and  firms  enough  time  and  sufficient  means  to  adjust  to  the 
new,  competitive  market  conditions.  Unfortunately,  our  poor  record 
of  managing  this  process  in  the  past  tends  to  harden  opposition  to 
free  trade  proposals.^  We  will  need  to  do  better  on  trade 
adjustment. 

A  final  consideration  on  this  theme:  the  economic  adjustments 
that  free  trade  imposes  are  qualitatively  no  different  from  those 
we  face  every  day  from  technological  innovation.  No  one  would 
propose  (we  hope)  that  we  hold  back  technology  in  order  to  avoid 
the  economic  adjustment  costs  that  innovation  entails.  In  the  same 
vein,  the  need  for  adjustment  should  not  be  an  excuse  for  blocking 
progress  toward  free  trade  and  its  benefits. 

2.  Hemispheric  Free  Trade  Undermines _ QnL _ SMI _ (Objectives . 

According  to  this  argument,  the  quest  for  hemispheric  free 
trade  diverts  scarce  resources  from,  and  thereby  undermines,  our 
more  global  GATT  reform  goal.  This  view  contends  further  that 
opponents  of  GATT  reform  will  misrepresent  our  position  in  their 
efforts  to  stall  progress  in  the  GATT. 

The  argument  is  not  convincing.  First,  if  pursuing  GATT  and 


25 


hemispheric  regional  talks  concurrently  taxes  our  resources,  we 
should  augment  those  resources  as  necessary,  not  shortchange  our 
objectives.  Second,  the  U.S.  government's  ppsition  on  the  role  of 
hemispheric  free  trade  in  our  overall  trade  policy  is  quite  clear: 
achieving  a  successful  Uruguay  Round  is  our  top  priority,  and  any 
regional  free  trade  agreements  must  be  consistent  with  that 
objective.^ 

A  well-negotiated  hemispheric  FTA  could  in  fact  advance  our 
future  GATT  goals  by  paving  the  way  on  issues  that  may  now  be 
intractable  in  the  broader  GATT  framework.  Crafting  agreements  in 
the  GATT  (which  now  has  108  members)  can.  be  much  more  difficult 
than  attempting  to  do  the  same  in  more  restricted  forums.  Since 
GATT  agreements  are  on  the  basis  of  consensus,  any  member  can  drag 
his  feet  and  stymie  the  negotiations  (the  so-called  "convoy** 
problem  of  multilateral  negotiations) .  By  contrast,  a  group  of 
like-minded  countries  can  more  easily  break  new  ground.  This  was 
the  case,  for  Instance,  in  the  1988  Canada-U.S.  free  trade 
negotiations . ” 

Two  important  caveats  are  in  order:  we  must  not  view 
hemispheric  free  trade  as  a  substitute  for  global  free  trade,  but 
rather  as  a  way  station  thereto.  And  we  must  not  be  seduced  by  the 
managed  trade  advocates  who  would  use  pan-American  free  trade  as  a 
weapon  against  United  Europe  and  Japan/ASEAN/Asia.  To  do  either 
would  be  to  start  down  the  slippery  slope  toward  trade  wars  that 
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would  benefit  no  one  and  harm  all. 


2.  Hemispheric  Free  Trade  Will  Harm  the  Environment 

Some  ecologists  have  expressed  concern  that  the  North  American 
free  trade  agreement  we  are  now  negotiating  with  Mexico  and  Canada 
could  lead  to  environmental  harm.  They  argue  that  polluting 
industries  could  escape  U.S.  and  Canadian  controls  by  relocating  to 
Mexico,  where  environmental  safeguards  are  less  stringent.  They 
apply  the  same  reasoning  to  a  hemispheric  FTA. 

Pollution  is  indeed  a  legitimate  concern,  as  the  pending 
issues  of  North  American  transborder  pollution  amply  attest.^’  But 
the  concern  that  a  North  American  or  hemispheric  FTA  would  result 
in  environmental  damage  is  mostly  conjecture. 

None  of  the  countries  involved  wants  to  pollute  its  own 
territory.  Indeed,  the  governments  of  the  hemisphere  are  now 
virtually  unanimous  in  their  resolve  to  overcome  environmental 
problems  within  their  borders,  and  are  demanding  their  neighbors  do 
the  same.  Admittedly,  they  sometimes  fall  short  on  execution,  but 
that  has  nothing  to  do  with  free  trade.  Environmental  protection 
is  today  a  recurring  theme  in  the  sub-regional  cooperation 
agreements  that  countries  in  the  hemisphere  have  concluded  in  the 
past  few  years.^ 

Actions  by  the  Salinas  administration  in  Mexico  illustrate 
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this  point.  In  1991  it  ordered  the  national  oil  company,  Pemex,  to 
close  a  highly  polluting  refinery  in  Mexico  City,  with  the  loss  of 
hundreds  of  millions  of  dollars  in  foregone  production  and  hundreds 
of  jobs.  Moreover,  the  Mexican  government  is  interested  in 
preventing  new  pollution  problems:  in  August.  1991,  it  joined  the 
U.S.  government  in  releasing  a  joint  plan  to  combat  pollution  on 
both  sides  of  our  common  border  and  in  Mexico  Clty.^'  More 

r 

recently,  President  Salinas  asked  the  U.S.  administration  to  halt 
the  planned  construction  of  three  hazardous-waste  dumps  in  Texas, 
near  the  already  heavily  polluted  border  area.*^ 

Environmental  concerns  should  be  a  part  of  any  regional  free 
trade  negotiations.  But  they  should  not  be  an  excuse  for  scuttling 
them. 


4.  Human  Rights  Concerns 

Those  who  oppose  hemispheric  free  trade  on  human  rights 
grounds  argue  that  free  trade  will  engender  sweatshop  conditions  in 
the  lower-wage  members  of  the  group.  This  would  not  only  violate 
internationally-accepted  worker  rights  standards,  but  would  create 
unfair  competition  for  the  United  States.  Furthermore,  say  these 
critics,  free  trade  would  reward  regimes  that  have  sho%m  little 
regard  for  the  human  rights  of  their  peoples  in  the  past. 

These  issues,  too,  deserve  careful  attention.  However,  free 
trade  is  not  the  source  of  the  human  rights  conditions  feared.  On 
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the  contrary,  it  can  help  attenuate  then.  The  real  causes  of  those 
conditions  are  the  low  levels  of  econonic  and  institutional 
development,  and  inadequate  worker  protection  laws  (or  inadequate 
enforcement  mechanisms)  in  the  countries  affected.  Ironically, 
denying  those  countries  the  potential  benefits  of  free  trade  — 
higher  incomes,  more  robust  economies,  and  greater  individual 
freedom  —  could  help  perpetuate  the  very  conditions  human  rights 
advocates  seek  to  redress. 


PART  ZV  -  CONCL08ZOM8  AND  RBC01IIIZNDATZ0N8 

Some  writers  have  dubbed  the  1980s  Latin  America's  and  the 
Caribbean's  "Lost  Decade."  Yet  the  end  of  that  traumatic  decade 
found  the  region  marching  decisively  toward  new  political, 
economic,  and  social  arrangements  based  on  open,  democratic  models. 
In  the  economic  domain,  these  countries  have  clearly  shed  their 
predilection  for  industrial  development  based  on  import 
substitution  and  government  intervention,  and  chosen  the  path  of 
export- led  growth. 

President  Bush's  proposal  for  hemispheric  free  trade  is  a 
fitting  response  to  these  developments.  It  would  dramatically 
transform  the  foundations  of  U.S.  relations  with  the  rest  of  the 
hemisphere.  It  not  only  offers  greater  economic  well-being  for  all 
the  citizens  of  the  hemisphere,  but  reinforces  the  virtuous  circle 
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of  democratic  and  political  reforms  blooming  throughout  the 
Americas. 

Indeed,  the  President's  proposal  has  inspired  the  hemisphere's 
leaders  toward  reforms  more  ambitious  than  those  they  might  have 
otherwise  dared,  and  has  strengthened  their  commitment  to  the 
democratic  process.  As  the  recent  examples  of  Haiti  (September 
1991),  Venezuela  (February  1992)  and  Peru  (April  1992)  painfully 
demonstrate,  the  roots  of  democracy  are  still  quite  shallow  in  much 
of  the  hemisphere.  An  inexpensive  (nay,  profitable!)  way  to 
nourish  those  roots  is  to  induce  greater  hemispheric  welfare  and 
harmony  through  free  trade.  Achieving  this,  however,  will  require 
persistent  and  consistent  —  U.S.  leadership. 

A  pan-American  free  trade  agreement  will  not,  however,  be 
problem-free.  Some  producers  and  workers,  both  at  home  and  abroad, 
could  suffer  hardship  if  the  provisions  for  economic  adjustment  are 
inadequate.  Such  provisions  will.  Indeed,  be  necessary  for  the 
U.S.  Administration  to  secure  the  necessary  domestic  political 
support  for  the  free  trade  agenda . 

Fears  that  hemispheric  free  trade  will  bring  human  rights 
violations  and  environmental  degradation  in  its  wake  are  largely 
unfounded.  On  the  contrary,  free  trade  can  reinforce  the 
commitment  to  human  rights  and  ecologically  sound  development. 
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Today,  the  United  States  has  fever  degrees  of  freedom  to  shape 
world  events  than  we  did  at  the  end  of  World  War  II.  But  as  the 
world's  most  powerful  nation  still,  we  retain  a  special  obligation 
to  provide  that  leadership  in  this  epoch  of  global  change.  Our 
national  interests  will  be  protected  best  if  we  continue  to  provide 
that  leadership;  they  will  be  harmed  if  we  shrink  from  the  task  and 
let  others  determine  the  agenda.  In  our  hemisphere,  part  of  this 
task  is  clear:  continue  to  press  for  free  trade  with  resolve,  even 
as  the  voices  of  protectionism  grow  louder. 

For  the  United  States  to  fail  to  provide  the  decisive 
leadership  that  implanting  hemispheric  free  trade  will  require 
would  be  to  discard  a  historic  opportunity. 
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ENDNOTES 


1.  The  idea  of  pan-American  free  trade  was  widely  discussed  in  the 
1960s.  New  York's  then-governor.  Nelson  Rockefeller,  for  example, 
proposed  a  much  more  ambitious  arrangement  for  free  movement  of 
goods,  capital,  and  labor  "from  Point  Barrow  to  Tierra  del  Fuego." 
The  idea  was  also  actively  considered  by  the  U.S.  administration, 
but  did  not  prosper.  For  additional  background,  see  Dell,  Sidney. 
A  Latin  American  Common  Market?,  p.  30,  ff;  Oxford  University 
Press,  London  (1966) . 

2.  The  theory  was  first  suggested  by  Adam  Smith  in  the  18 th 
century,  and  amplified  by  economist  David  Ricardo  in  the  19th. 

3.  Stern,  Robert  M,  and  Alan  V.  Deardorff.  "Current  Issues  in 
Trade  Policy;  An  Overview,"  in  Stern,  Robert  M‘,  ed.  1987.  u.s. 

Tg.adft  Poligjga _ in  a  changing  World  Economy.  The  MIT  Press, 

Cambridge,  Massachusetts.  See  also  McCulloch,  Rachel:  "United 
States  Trade  Policy:  Emerging  Choices,"  in  Trade.  Inflation,  and 
Ethics; .Cultural  Choices  for  Americans.  Vol.  V,  pp  25-45,  Lexington 
Books,  Lexington,  Mass.  (1976). 

4.  For  example,  a  subsidy  to  producers  might  be  a  less  distorting 
policy  tool  than  a  tariff  to  address  a  competitiveness  issue.  No 
intervention  at  all  might  be  a  better  policy  still.  (The  merits  of 
Intervention  would  depend  on  the  particular  circumstances  of  the 
case . ) 

5.  Stern,  op.  cit. 

6.  For  an  overview  of  recent  trends  in  U.S.  trade  policy,  see  the 
"Background  Paper"  by  Gary  Clyde  Hufbauer,  in  The  Free  Trade 
Debate .  Priority  Press  Publications,  New  York  (1989) . 

7.  Stern,  op.  cit,  p.  37. 

8.  According  to  the  "bicycle  theory"  of  trade  policy,  governments 
must  peddle  the  trade  liberalization  "bicycle"  continuously,  lest 
it  stop  and  topple. 

9.  Within  the  EC,  France  —  and  to  a  lesser  extent  Italy  and  Spain 
—  have  been  the  most  adamant  in  protecting  its  farmers. 
Significant  cuts  in  EC  farm  production  and  export  subsidies,  and  in 
non-tariff  barriers  to  farm  imports,  are  critical  to  the  success  of 
the  Uruguay  Round. 
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10.  The  Uruguay  Round  negotiations  on  agriculture  are  reaching  a 
critical  phase  as  this  paper  goes  to  press  in  mid-April  1992. 

11.  The  Constitution  gives  Congress  the  power  to  regulate 
commerce,  but  the  executive  negotiates  international  trade 
agreements  (subject  to  the  advice  and  consent  of  the  Senate) .  A 
special  process  is  necessary  for  handling  the  exceedingly  complex 
multilateral  trade  agreements,  which  otherwise  can  easily  become 
bogged  down  in  the  congressional  amendment  process.  Since  1974, 
Congress  has  therefore  periodically  given  the  President  special 
"fast  track"  negotiating  authority.  This  has  allowed  the  President 
successfully  to  bring  the  various  GATT  trade  packages  to  the 
Congress  for  approval,  without  congressional  amendments.  (The 
executive,  of  course,  consults  the  Congress  closely  throughout  the 
actual  negotiations.)  Many  of  our  trading  partners  would  not 
consider  engaging  us  in  serious  trade  negotiations  without  the 
assurance  the  "fast  track"  provides  against  crippling  congressional 
amendments . 

12.  The  White  House,  Enterprise  for  the  Americas  Initiative;  A 
Vision  for  Economic  Growth  and  Development,  p.  5,  Washington,  D.c. 
(February  1992) . 

13.  The  variables  affected  include:  the  incomes  of  exporters, 
importers,  consumers,  producers  of  import-competing  goods; 
government  tax  rev^'nues;  government  spending;  investment;  etc.  in 
effect,  one  wouid  have  to  estimate  a  general  equilibrium 
macroeconomic  rodel. 

14.  Viner,  Jacob.  The  customs  Union  Issue.  Carnegie  Endowment  for 
Peace,  New  York  (1950) . 

15.  A  hypothetical  example  will  make  this  clear.  Suppose  Countries 
A  and  B,  who  each  levy  tariffs  of  20  percent,  establish  an  FTA. 
Suppose  further  that  country  X  (not  in  the  FTA)  produces  widgets  at 
$100,  which  Country  A  also  produces,  but  less  efficiently  —  at 
$110.  Before  the  FTA,  consumers  in  B  would  have  imported  widgets 
from  X  (at  $120,  duty-paid)  rather  than  from  A  ($132,  duty-paid); 
after  the  FTA,  however,  they  switch  to  A,  where  widgets  now  cost 
only  $110  (duty  free) .  Nonetheless,  the  FTA's  trade-creating 
benefits  can  still  outweigh  these  efficiency  "costs."  Moreover,  if 
widgets  are  inputs  for  Country  B  producers,  these,  too,  are  now 
more  efficient  than  before. 

16.  These  include  efficiency  in  consumption  (i.e.,  consumers  in 
the  FTA  have  access  to  less  expensive  goods  than  before,  even  if 
they  are  now  sourced  from  economically  less  efficient  producers) , 
and  the  efficiency  in  production  mentioned  in  the  preceding  note. 

17.  Adapted  from  Wonnacott,  Paul,  and  Mark  Lutz,  "Is  There  a  Case 
for  Free  Trade  Areas?",  in  Schott,  Jeffrey  J.  (ed)  ,  Free  Trade 
Areas  and  U.S.  Trade  Policy.  Institute  for  International  Economics 
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(Washington,  O.C.,  1989). 


18.  We  can  only  hope  constitutional  government  will  be  restored 
soon  in  Haiti  and  Peru. 

19.  For  an  overview  of  the  CAFTA's  provisions,  see  Burcher,  Paul: 
"U.S. -Canada  Free  Trade  Energizes  Bilateral  Business,”  in  Business 
America.  April  8,  1991,  U.S.  Department  of  Commerce,  Washington, 
D.C. 


20.  For  a  discussion  of  the  North  American  Free  Trade  Area  (NAFTA) 
negotiations,  see  "NAFTA:  Generating  Jobs  for  Americans,”  in 
Business  America,  U.S.  Department  of  Commerce,  Washington,  D.C., 
April  8,  1991. 

21.  Direction  of  Trade  Statistics  Yearbook  -  1991.  International 
Monetary  Fund,  Washington,  D.C.  (1991),  Tables  111,  156,  and  998. 

22.  Ibid. 

23.  Reliable  investment  data  are  generally  lacking,  but  some 
estimates  place  U.S.  foreign  investment  in  Latin  America  at  more 
than  70  percent  of  all  foreign  investment  there. 

24.  Direction  of  Trade  Statistics  Yearbook  -  1991.  International 
Monetary  Fund,  Washington,  D.C.  (1991),  Tables  111  and  205. 

25.  Report  of  the  National  Bipartisan  Commission  on  Central 
America.  The  White  House,  Washington,  D.C.  (1984). 

26.  CBI  program  concessions  include  duty-free  entry  for 
practically  all  Caribbean  exports  to  the  United  States. 
Significant  exceptions  are  textiles  and  apparel;  leather  footwear; 
canned  tuna;  sugar.  The  CBI  program  also  contains  incentives  to 
promote  U.S.  investment  and  tourism  in  the  area. 

27.  Among  the  sub-regional  groups  with  concrete  medium-term  free 
trade  commitments  today  are  the  Central  American  countries 
(including  Panama);  the  Andean  countries;  MERCOSUR  (a  grouping 
comprising  Brazil,  Argentina,  Uruguay,  and  Paraguay,  and  formed 
with  the  express  purpose  of  establishing  a  regional  common  market) ; 
the  Group  of  Three  (Mexico,  Colombia,  and  Venezuela) .  Chile  and 
Mexico  (the  latter  both  separately  as  well  as  within  the  Group  of 
Three)  are  pursuing  free  trade  agreements  with  their  neighbors,  as 
well  as  with  the  United  States.  For  an  overview  of  the  current 
state  of  play  on  these  evolving  sub-regional  free  trade  groupings, 
see  testimony  of  Deputy  Assistant  Secretary  of  State  David  Malpass 
before  the  Congressional  Joint  Economic  Committee,  Hearing  on  the 
Role  of  Trade  in  U.S. -Latin  American  Relations,  Washington,  D.C., 
April  2,  1992. 
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28.  For  a  sampling  of  the  responses  of  the  hemisphere's  leaders  to 
the  Bush  Initiative,  see  the  Organization  of  American  State's 
"Report  of  the  Ad  Hoc  Working  Group  to  Study  the  Enterprise  for  the 
Americas  Initiative,"  Washington,  D.C.,  April  8,  1991. 

29.  Erzan,  Refik  and  Alexander  Yeats:  "Free  Trade  Agreements  with 
the  United  States  —  What's  in  It  For  Latin  America?"  The  World 
Bank,  Working  Papers.  Washington,  D.C.,  January  1992. 

30.  In  her  October  1991  (and  soon  to  be  published)  paper  entitled 
"CARICOM  and  the  NAFTA,"  Bahamian  central  banker  Delisle  Worrell 
argues  that  CARICOM  has  little  to  gain,  and  that,  for  the  Caribbean 
nation,  an  FTA  with  the  United  States  would  not  be  worthwhile 
unless  clothing  and  sugar  (two  items  now  excluded  from  the  CBI 
program)  were  included. 

31.  Erzan  and  Yeats,  op.  cit. 

32.  Hufbauer,  op.  cit.,  pp  143-147. 

33.  This  is  the  case  as  well  with  arguments  to  the  effect  that  the 
costs  of  even  extreme  trade  protection,  while  not  negligible,  are 
rather  modest.  For  arguments  of  this  kind,  see  Krugman,  Paul,  The 
Age  of  Diminished  Expectations;  U.S.  Economic  policies  in  the 
1990s.  The  Washington  Post  Company,  Washington,  D.C.  (1990) . 

34.  This  writer  observed  these  seminal  changes  directly  while 
serving  as  Economic  Counselor  at  the  United  States  Embassy  in 
Guatemala  from  1988  to  1991. 

35.  Economic  Report  of  the  President.  1991.  p.  240;  The  white 
House,  Washington,  D.C.  (1991) 

36.  Ibid,  p.  241.  One  of  the  ironies  of  the  Japanese  automobile 
VRA  program  is  that,  while  U.S.  auto  makers  captured  only  $2.6 
billion  of  the  $5.8  billion  total  (i.e.,  some  45  percent),  the 
Japanese  auto  makers  (and  their  workers)  captured  the  remainder  In 
the  form  of  economic  rents  (i.e.,  higher  prices  for  their  auto 
exports  than  they  would  have  otherwise  received) .  This  example 
points  out  clearly  the  drawbacks  of  using  this  type  of  trade 
intervention  when  other  policies  might  be  more  appropriate. 

37.  For  background  on  this  subject  see  McCulloch,  op.  cit. 

38.  Hills,  Carla.  1991.  "Trade,  the  Americas,  and  the  World." 
Address  to  the  Organization  of  American  States  conference  of  Trade 
Ministers,  Washington,  D.C.,  October  29,  1991.  Office  of  the  u.S. 
Trade  Representative,  Washington,  D.C. 

39.  The  CAFTA,  for  example,  broke  new  ground  on  rules  for 
international  (bilateral)  investment  and  intell.^ctual  property 
rights  —  issues  also  on  the  table  in  the  Uruguay  Round.  The 
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Uruguay  Round,  launched  in  1986,  is  still  in  progress;  by  contrast, 
the  CAFTA  negotiations  were  concluded  in  less  than  two  years. 

40.  These  include,  for  example,  the  "acid  rain"  issue  that  has 
periodically  vexed  U. S. -Canadian  relations,  and  ground  water 
contamination  by  industrial  pollutants,  an  irritant  in  U.S-Mexican 
relations. 

41.  The  Central  American  countries,  for  example,  have  created  the 
Committee  on  Central  American  Development,  a  regional  agency  whose 
purpose  includes  developing  regional  policies  and  programs  for 
protecting  Central  America's  ecosystems. 

42.  Howard,  Richard.  "U.S. -Mexico  Cooperation  Goes  Far  Beyond 
Trade,"  in  Business  America,  U.S.  Department  of  Commerce, 
Washington,  D.C.,  April  8,  1991. 

43.  "Mexico  Seeks  Halt  in  U.S.  Waste  Plan,"  Washington  Post,  March 
22,  1992,  p.  A-29. 
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Gist:  Enterprise  for  tho 
Americas  Initiative 


ment  each  other;  a  succeaaAii  round 
could  facilitate  trade  negotiations  in  the 


Background 

On  June  27, 1990,  President  Buah 
announced  the  Enterpriie  for  the 
Americas  Initiative,  a  major  initiative 
to  help  forge  a  genuine  partnership  of 
free  market  reform  to  promote  eco¬ 
nomic  growth  and  political  stability  in 
Latin  America  and  the  Caribbean.  At 
that  time,  he  noted  that  "prosperity  in 
our  hemisphere  depends  on  trade,  not 
aid,”  and  ^t  "the  ftiture  of  Latin 
America  lies  with  free  government  and 
free  markets.” 

Over  the  last  decade,  countries  in 
Latin  America  and  the  Caribbean  have 
confronted  an  economic  crisis  that  alao 
has  aflbetad  the  United  States.  As 
many  of  these  countries  have  reduced' 
imports,  postponed  investment,  and 
sbrug^^  to  service  fbreign  debt,  the 
United  States  has  lost  trade,  martets, 
nd  investment  opportanitiea. 

A  new  generation  of  democratically 
elected  leaden  in  the  region  has  made 
progress  in  coping  with  this  crisis. 
Their  countries  are  beginning  to  move 
away  from  excessive  government 
control  and  toward  greater  reliance  on 
free  market  forces.  Hw  Enterprise  for 
the  Americas  Initiative  supports  the 
efforts  of  these  leadersb  increasing  the 
prospects  for  prosperity  thiwghwt 
the  Immisphere.  -  — 

The  foreign  ministen  of  the 
hemisphere  endorsed  the  EAl  at  the 
meeting  of  the  General  Assembly  of  the 
Organiation  of  American  States  in 
Santiago,  Chile,  June  3-S,  1991.  llMy 
approved  a  resolution  declaring  it  a 
positive  new  approach  to  trade, 
investment,  and  external  debt 

Tht  lnttlatlv«*s  Thrag  Plllgrs 

The  initiative  rests  on  three  pillars 
through  which  the  United  States  can 
support  economic  refbrm  and  sustained 
growth; 

•  Expanding  trade  by  working  with 
oe  countries  of  the  region  through  the 
Uruguay  Round  of  the  General  Agree¬ 
ment  on  Tariffs  and  Trade  and  by 
entering  into  free  trade  agreements 


toy  Compomgtg 

ornadgVWM 


•  ProgrM  in  the  General  Agree¬ 
ment  on  Tariffs  and  Trade  and  the 

t  North  American  Free  Trade  Agreement 
negottadons. 

•  Cooperationontradaliberaliza- 
tion  issues  through  trade  and  invest¬ 
ment  oouncila. 

•  Active  fiberaltfation  of  trade  and 

kivesarnerx  poidas  m  Latin  America 
and  the  Caribbean.  'V. 

•  AsmaifcatsintJiinAmarieaand> 
:  m# canDOMn Qfoiv mo infm» 

'■  gradual  ktoorporabotririo  a  growing 
hwitiapharicaystam  of  free  trade.  Q  '  . 

.  ‘  : 


with  the  ultimate  goal  of  s  hemisidiere' 
wide  free  trade  system; 

•  Promoting  investment  in  the 
region  and  helping  countries  compete 
Ibr  capital  by  refining  polides  that 
have  ^seouraged  private  investment; 

•  Building  on  sueeeasfiil  US  eflinrta 
to  ease  debt  burdens  and  to  increase 
incentives  for  reform  by  ofEsring 
additional  debt  measures.  As  part  of 
Jhis  approadi,  the  United^tates  would 
suppoit  natund  resources  management 
as  a  key  dement  of  protecting  the 
enrironment  and  building  a  strong 
ftiturs  for  the  hemisphere. 

Tradt 

The  Enterprise  for  the  Americas 
Initiative  envisions  a  hemisphere-wide 
free  trsde  system.  To  achieve  this 
long-  range  goal,  the  United  States 
woria  to  develop  more  productive 
partnerships  with  its  neighbors  in  the 
hemisidiere. 

nrat,  it  remains  committed  to  the 
multilateral  trading  system  and  to  the 
success  of  the  Uruguay  Round.  The 
EAI  and  the  Uruguay  Round  comple¬ 


hemisphere. 

SMOnd,  the  United  States, 
Canada,  and  Mexico  are  conducting 
free  trade  negotiations,  made  possible 
by  congressional  action  on  May  23-24, 
1991,  granting  the  executive  branch 
"fut  trsck  authority”  to  negotiate 
trade  agreementa. 

Third,  the  United  States  has 
negotiated  framework  agreements  on 
tr^e  and  investment  with  those 
countries  and  groups  of  countries  that 
wish  to  work  towa^  freer  trade  in  the 
hemisphere.  Sixteen  trade  and 
investment  framework  agreements 
have  been  signed,  covering  31  countries 
in  the  hemi^ters. 

Uglsiativd  PropoMi 

On  September  14, 1990,  President  Bush 
sent  to  Congress  a  Isgislativs  proposal 
to  implement  the  investment,  debt,  a»i 
environmental  elements  of  this  initia¬ 
tive.  Congress  approved  some 
elements  in  October  1990,  with  passage 
of  the  EAI  portion  of  the  Agricultural 
IVade  Developinent  and  AssisUnce 
Act,  arhich  authorized  reduction  of 
PL  480  (food  aid)  concessional  debt. 

InveefrnofiL  On  Febniary  11, 1992, 
at  the  White  House,  President  Bush 
hosted  the  signing  of  the  agreement 
creating  the  multilateral  investment 
fluid  for  Latin  America  and  the  Carib¬ 
bean  part  of  the  EAL  The  fond  will  be 
administered  by  the  Inter-American 
Development  Bank  (IDB)  and  will  be 
capitalized  by  doners  over  a  5-year 
period  with  a  fonding  target  of 
11.5  billion.  The  President  is  seeking 
authorization  for  a  US  Government 
contribution  of  $100  million  annually  for 
5  years.  Japan,  (Canada,  and  several 
European  ind  at  least  13  Latin  Ameri¬ 
can  countries  have  also  pledged  to 
partidpate. 

Disbursement  from  the  fond  would 
encourage  market-oriented  investment 
policy  initiatives  and  reforms  and 
finance  technical  assistance  for  privat¬ 
ization  efforts,  business  infrastructure, 
and  worker  training  and  education 
programa 

The  fond  would  complement 
country  reforms  undertaken  as  part  of 
a  new  I  OB  lending  program  for  nations 
that  Uke  significant  steps  to  remove 
barriers  to  investment. 


Februarv  10,  1992 
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N  Debt  and  Environment.  The 
^legislation  eatabliahea  a  facility  to 
administer  debt  reduction  for  countries 
meeting  investment  reform  and  other 
policy  conditions.  Latin  Ammrican  and 
Caribbean  countries  can  qualify  if  they, 
as  appropriate,  have: 

•  An  International  Monetary  Fund 

program  or  the  equivalent;  j 

•  World  Bank  structural  or  sectoral  I 
adjustment  loans; 

•  Undertaken  major  investment 
reforms  in  conjunction  with  an  IDB  | 
loan  or  are  implementing  more  liberal 
investment  mIcb; 

•  Negotiated  satisiketory  financing 
programs  with  commercial  banks. 


The  Secretary  of  the  Treasury 
leads  a  US  Govemmmt  inter-agency 
process  that  determines  country 
eligibility  baaed  on  these  criteria.  This 
group  makes  decisiona  on  the  extent  of 
debt  reduction  on  eligible  eoneassional 
obligations  of  qualifying  countries, 
currently  limited  to  PL  480  debt.  If 
authorial  by  Congress,  it  also  would 
determine  reductions  of  other  , 

eonceaskmal  debt  (USAID),  as  weO  as  i 

.Export-Import  Bank  and  Commodity 
Credit  Coloration  obUgationa.  Dim 
would  be  trOle  to  fbeflitata  debt-fbr-  I 

equify,debt'fiir-nature,mrdabt-lbr-  ; 

development  swaps.  During  198L 
^rsements  under  the  EAl  were 
signed  with  Chile,  Bolivia,  and  Jamaica, 
redhicing  their  concesaional  debt  to  the 
United  States  substantially. 

The  United  States  will  seek  an 
environmental  agreement  with  each 
eligible  country  that  will  allow  it  to 
make  interest  payments  in  local 
currency  on  new  obligations  resulting 
from  debt  nsduction.  To  date,  environ- 
mentri  agreements  have  been  signed  ! 
with  BoUvbi  and  Jamaica.  Oneaith  . 
Chita  is  imminent  These  Intemat 


paymenU  will  be  deposited  in  an 
Environmental  Fund  to  sunwrt 
environmental  projects.  The  Fund 
would  be  mana^  by  an  environmental 
commission  made  up  of  members  from 
the  US  Government  the  debtor 
government  and  non-govemmental 
groups  from  that  country.  ■ 
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President  Bush _ 

Enterprise  for  the 
Americas  Initiative 


United  Sutes  Department  of  State 
Bureau  Public  Affairs 
Washington,  DC 


Following  art  rmarkM  kp  Prtidtni 
Bnsk  hifart  admtniottatioH  officii  and 
mtmbtn  e/tk$  bugiMom  eommnnitff, 
Watkinigton.  DC,  Jww  t7.  IMO. 

Hunk  you  all  vary  mudi  Ibr  eomtiif  to 
Uw  Wkiu  Hoow.  It  ia  my  pItoMrt  to 
wekom*  ao  many  diatinguiahod  gueata 
with  aueh  atrong  inUraata  in  tha  vital 
Latin  American  and  Caribbean  region. 

In  tha  paat  12  montha  everyone  of  ua, 
from  the  men  in  the  White  Houae  to  the 
man  on  the  atreet  haa  been  faaeinated  by 
the  tremendoua  ehangea,  the  poaitive 
ehangca  taking  place  around  the  world. 
Freedom  haa  great  gaina,  not  juat  in 
Eaatcm  Europe,  but  right  here  in  the 
Americaa.  We’ve  aeen  a  reaurMnoe  of 
democratic  rule,  a  riaing  tide  or  demoe- 
racy  never  before  witneeaed  ia  the 
hiatory  of  thia  beloved  hemiapkert.  And 
with  one  eieeption,  Cuba,  the  tnnaition 
to  democracy  ia  moving  laavard  eompie* 
tion.  WeeanaOaenaethaaxcitanMnt 
that  the  day  ia  not  far  off  when  Cuba  joina 
the  ranka  of  world  dcmoeraeiea  and 
makea  the  Americu  hilly  free. 

With  one  exception,  that’a  the  eaae. 
But  the  political  tranaformation  awecping 
the  reat  of  Latin  America  and  the  Carily- 
bean  haa  ita  parallel  in  the  economic 
sphere.  Tkrwghout  the  region,  nations 
aie  turning  away  from  the  statist 
I  economic  policies  that  stifle  growth  and 


arc  now  looking  to  the  power  of  the  free 
market  to  help  this  hcmtaphere  realise  iu 
unuppcd  potential  for  progresa.  Anew 
Itaderthip  haa  emeiged  bribed  by  the 
streigith  of  the  peoples’  mandate — 
leadership  that  un^retenda  that  the 
Aiture  of  Latin  America  lies  with  free 
govemment'and  free  markets.  lathe 
words  of  Colombia'a  eourageoua  leader, 
Virgilio  Barco— Preaident  Bareo:  The 
long-running  match  between  Kari  Man 
and  Adam  Smith  ia  frnaDy  coming  to  an 
end”  with  the  "recognition  that  open 
economies  with  aeeaas  to  markets  can 
lead  to  social  progresa." 

For  the  UnitM  States,  these  are 
welcome  developments  developmcnta 
that  we're  eagw  to  support.  But  we 
rceogniac  that  eadt  nation  in  the  region 
nsiat  make  its  own  ehoieea.  There  ia  no 
Uoeprint,  no  one  siae  fits  aO  approaches 
torcfoim  The prunary  responaibiltty  frir 
achieving  economic  growth  lies  with  each 
individual  country.  Ourekailcnge  in  thia 
countiy  is  to  reap^  in  ways  that  sup’ 
port  the  positive  changes  now  taking 
pbee  in  the  hemophere.  We  must  forge  a 
genuine  partnership  for  Awe  market 
rffonn. 

Back  ia  February,  I  met  in  Cartagena 
(Colombial  with  hea^  of  the  three 
Andean  nations  And  I  came  away  from 
that  meeting  eonvineed  that  the  United 
States  must  review  its  approach  not  only 
to  that  region  but  to  Latin  America  and 


the  Caribbean  as  a  whole.  I  asked 
Traasury  Seciotary  Brady  to  lead  a 
review  it  US  economic  policy  toward  this 
vital  region,  to  make  a  fresh  assessment 
of  the  problems  and  opportunities  well 
eneounter  in  the  deca^  ahead.  That 
review  is  now  eomplcu,  and  the  resuKs 
are  in.  And  the  ncH  for  new  economic 
initiatives  is  dear  and  compelling. 

All  signs  point  to  the  fact  that  we 
must  shift  the  focus  of  our  economic  inter¬ 
action  toward  a  new  economic  partner¬ 
ship  because  prosperity  in  our  hemi¬ 
sphere  depends  on  trade,  not  aid  I’ve 
a^ed  you  here  today  to  share  with  you 
some  of  the  ideas,  some  of  the  ways  w  c 
can  build  a  broad-based  partners. ..p  ^-r 
the  1990s — to  announce  the  new  Enter¬ 
prise  for  the  Americas  Initiative  that 
creates  incentives  to  reinforoe  Latin 
America’s  growing  recognition  that  free 
market  reform  is  the  key  to  susuined 
growth  and  political  stabOity. 

The  three  piilars  of  our  new  initiative 
arc  trade,  investment,  and  debL  To 
expand  trade,  I  propose  that  we  begin  the 
process  of  creating  a  hemisphere-wide 
free  trade  tone;  to  increase  investment 
that  we  adopt  measures  to  create  a  new 
flow  of  capital  into  the  region;  and  to 
forthcr  eaaa  the  debt^thc  burden  of 
dobc^  new  approach  to  debt  in  the 
region  with  important  benefita  for  our 
environment. 


Tr«d» 

(  tht  19M».  tr»d#  within  our  htiwwplwrt 
^  ..sMthtovtnllpMtc/crowtliia  world 
trade.  OnopmapolruMofortiMt: 
ovtr-rattnetivt  trad*  borrien  tlut  wt]] 
off  Uio  oeonoinies  of  our  rcfion  from  each 
other,  and  from  the  United  Sta^  at 
iraat  ooaC  to  ua  all  Theae  heirien  ara 
■he  Itficy  of  the  miaguided  notion  that  a 
natica'a  economy  ne^  protection  in 
order  to  thrive.  The  giott  aeonomie 
leaaon  of  thia  eentuiy  ia  that  protection’ 
iam  atn  atiflea  prograaa,  and  froo  markeu 
breed  proaperitj.  To  thia  end,  we’ve 
formulated  a  three-point  trade  plan  to  en* 
eaurage  the  emerging  trend  toward  free 
market  reform  and  that  ia  now  gathering 
forcaa  in  the  Americna. 

PIrnt.  aa  we  enter  the  final  montha  of 
the  current  Uruguay  Round  of  the  world 
trade  talka,  I  pMge  cioee  cooperation 
with  the  nationa  of  thia  hemiaphere.  The 
aueceaaftil  completion  of  the  Uruguay 
Round  remaina  the  moat  effective  way  of 
promoting  hNig-term  trade  growth  in 
Latin  America  and  the  increaaed  integra¬ 
tion  of  Latin  nationa  into  the  overall 
global  trading  ayatem.  Our  atm  in  the 
UruguayRound  ia  Awe  and  fair  trade. 

Throurt  theae  talka,  we  are  aeeking 
to  atrangthen  exiating  trade  rulea  and  to 
''  'xpandthemtoaraaathatdonotnow 
lava  agraod  rulaa  of  fiur  pUy.  To  thow 
our  eommitniant  to  our  neighbon  in  Latin 
America  and  the  Caribbean,  we  wiD  aeek 
deeper  tariff  reduetiona  in  thia  round  on 
producta  of  apeeial  interiat  tothem. 

Saoend,  we  muat  build  on  the  trend 
we  aae  toward  free  marketa  and  make  our 
ultimate  aim  a  firee  trade  ayatem  that 
linka  all  of  the  Americna— North,  Central, 
and  South.  We  look  forward  to  the  day 
when  not  only  are  the  Americu  the  firat 
ftilly  frmLdemocratic  hemiaphere,  but 
when  aD  are  equal  partnen  ina  frae  trade 
tone  atretdiing  from  the  port  of  Anchor 
age  to  the  Tierra  del  Pue^ 

I’m  announcing  today  that  the  United 
Statea  atanda  ready  to  enter  into  fine 
trade  agreemenia  with  other  maritaU  in 
Latin  America  and  the  Caribbaol^ 
particularly  with  groupa  of  coantriaa  that 
have  aaaodated  for  putpoeaa  of  trade  Sb- 
cralixation.  The  firat  at^  in  thia  proeeaa 
ia  the  now-announced  fr<N  trade  agree¬ 
ment  with  Mexieoi'  We  muat  all  reu¬ 
nite  that  we  wont  bring  down  barrien  to 

"On  Jene  11, 1990,  IVendenU  Beah  end 
Salinas  endoreed  the  goel  of  a  aomprohciuive 
free  trade  wmemmt between  the  UieUd 
States  and  Xeaieo.  The  nreeidenu  have 
direetad  their  trade  mintera  to  andertake  the 
conaeltatiQna  attd  greparatoiy  wark  needed  te 
initiate  each  negouttjono  ana  to  report  hark  to 
them  before  the  two  preaidenu*  neat  meeting 
in  December  1990. 


frae  trade  overnight;  rhangaa  no  hr- 
readdng  may  taka  yuan  of  ptwpanaion 
and twy  aegotlattnaa  Aatthapayoffia 
terma  of  pro^arily  ia  worth  ovacy  affoct. 
And  now  ia  the  tima  to  make  a  aompra- 
henaiva  ftrae  trade  aona  fbr  the  Amarieaa 
our  long-term  goaL 

And  ttiM,!  uadaratand  that  aoma 
eountriaa  araat  yet  raa4y  ta  taka  that 
dramatk  atap  to  a  ftdi  ftm  trade  i^aa- 
meat  Andtkat'aarhy  wa’iwarapmodto 
negotiata  with  aay  faitaraatad  amlea  in 
the  ragioa  bflatarul  franawerk  a^oo- 
manta  to  opea  marketa  and  davalap  doaar 
tradatiea  Sudi  agraamanta  abandy  axiri 
erith  Maxieo  and  Bolivia  framewatk 
agraamenta  erfll  enable  aa  to  move 


A  new  Uadenhip  hat 
emerged,  backed  by  the 
strength  of  the  peoples'  man¬ 
date— Uaders^p  that  under- 
stands  that  the  future  of 
Latin  America  liet  with  free 
government  and  free 
markets. 


forward  on  a  atep^y-atap  baria  te 
eliminate  countarpraductiva  bairiara  te 
trade  and  toward  our  altimaU  goal  of  frat 
trade.  And  that’e  a  praaeriptioa  fcr 
maatar  growth  and  a  higher  atandard  of 
ttving  ia  Latin  America  and,  right  kara  at 
koma,  a  new  market  fbr  Amarican 
producta  and  more  jefra  fcr  American 
workara. 

Promoting  frae  trade  iojoat  one  cf_ 
throe  key  elemanta  in  oar  new  Entarpriae 
fcr  the  Amarieaa  InUativa.  Andeur 
aaeond  pOIar  ia  incraaaad  {nvaatmeat 

Invaatmanl  fcafurm 

The  eompatitioa  fcr  capital  todqy  ia  flarea. 
And  the  key  to  incraaaad  invaatmeat  ia  to 
be  aompetitivo,  totura  aroaad  tka  aendi- 
tiona  that  have  diaeenagad  both  fctaiga 
and  domaatk  invaatmant,  radaea  the 
ragulatofy  bordaa,  dear  awqy  tka  tkirimt 
of  buraancratie  banimathat  dMha  aff 
Latin  Amariea’a  aapiringaatrapranaura. 

In  one  larga  Latin  city,  fcr  inatanea,  it 
takea  almoat  300  daye  to  cut  through  the 
radUpotooponaainaflganiMntiikoft  la 
another  country,  the  avtraga  ovtraeaa 
caller  haa  to  make  five  phone  eaQa  to  get 
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throBgk.andtha  waitfcrancw  telephone 
lee  CM  be  aa  long  aa  B  yean— and  that’a 
gettodtanga. 

lavaatmant  reform  ia  caaential  te 
make  It  aaaiar  to  atari  aaw  buaincM  ven- 
toracand  make  it  poaafcia  for  interna- 
tioad  invaaton  to  participate  and  profit 
In  Ldki  Americna  marketa.  Inor^rto 
craata  inaiativaa  tor  invaatmant  toform, 
tka  United  Statea  ia  prepared  to  take  the 
foaowingdaps: 

nraL  the  United  Statea  will  work 
with  the  latat^  American  Devdopment 
Bank  0DB)  to  create  a  new  Icnduig 
program  for  nationa  that  take  aigodkant 
•tepate  ramova  imp^imente  to  interaa- 
tioM  invaatmanC  The  Wot4d  Bank  could 
alao  aontribiite  te  thia  effort;  and 

Second,  wa  propoaa  the  eraation  cf  a 
acw  Invaatmant  frind  for  the  Americu. 
Tkii  Aind,  admiid^rad  by  the  lOB,  could 
provide  up  to  tSOO  mOIkm  a  year  in  grant! 
in  reapenu  to  maritetHoriantad  inved- 
maatreforma  in  prograu  in  privditation. 

Tite  Unitad  Statea  intend!  to  eontrib- 
ate  nOO  miOioo  to  the  Aind,  and  we  will 
aack  matching  ecntiibutions  (Tom  Europe 
andJapnn.  Etatinordertoeraateu 
attradive  dimato  fbr  new  invaatment,  we 
mud  bcQd  on  our  aueceuAil  effort!  to 
earn  the  debt  bordea.  Thaf!  the  third 
pOIar  af  thia  new  Enterpriu  for  the 
Anarfcu  initittivt. 

Ecckig  the  Debt  Burden 

Many  natfona  have  already  undertaken 
paiaM  caonomic  refbrma  for  the  uke  of 
rataragrowtk  Butthe  invertmat 
dimato  remaina  doodad,  weighted  down 
by  the  heavy  debt  burden.  Underthe 
Brady  pin,  wt  ara  making  aignificant 
pregrua  The  agnaimate  rauhed  with 
MexieD  and  Coda  Riu  and  VencoieU  are 
_  alraady  having  a  poakivc  impact  on 
invoatmant  in  thou  oountriee. 

Mtxiao,  totokt  Jud  one  example,  ku 
abeadyMo  a  ravanal  at  the  dedrueti  ve 
capital  flight  that  drained  !o  many  Latin 
American  nntioaa  of  predoue  inveatment 
raaonwaai  That’a  crkienL  If  we  reatore 
conMtnca,  cnpttal  win  follow. 

Aa  ana  maana  of  expanding  our  debt 
dntegy  wa  propou  that  the  iDB  add  ita 
effflrta  and  raaoureu  to  thou  of  the 
InUraational  MonoUry  Fund  (IMF)  and 
the  Worid  Bank  tompport  commercial 
baak  debt  radoetion  in  Latin  America  and 
the  Caribbean  and,  u  in  the  cau  of  World 
Bank  and  IMF,  IDB  Ainda  should  be 
dbeetly  linked  to  economic  reform. 

WkOe  tte  Ihndy  plan  hu  helped 
nationa  raduea  eommereial  bank  debt  for 
nationa  with  high  leveb  of  official  debt- 
debt  owed  to  governmenu  rather  than 
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rivtte  fbuneui  iiMtiCutkii— tilt  bwden 
emaiiwhMvy.  And  today,  aeroM  Utin 
Uncriea,  official  debt  ow^  to  tW  US 
^varnment  amounta  to  ntariy  $12 
iQiion,  with  |7  bfliion  of  that  amoaat  in 
onetaaional  hMuia.  Ininanyeaata,thc 
itaviaat  official  dtbt  burdeaa  &J1  oa  aome 
>f  tilt  rtgion'a  amaUeat  nationa— 
.‘Ountiiaa  likt  Honduran  and  El  Salvador 
uid  Jamaica. 

That'a  a  problem  wt  mutt  addraaa 
today.  Aa  the  key  eompontnt  in  addreaa* 
ing  tilt  rtgion’a  debt  probltm.  I  am 
propoaing  a  major  new  initiative  to 
rtduea  Lmn  Amenea'a  and  the  CarSi- 
bean’a  official  debt  to  the  United  Statea 
for  countriea  that  adofA  atrong  eeoaomie 
and  inveatment  reform  progitma  with  the 
aupport  of  international  inatitutiona. 

Our  debt  reduction  program  wiD  deal 
teparatcly  with  eonceaaionti  and  eommer- 
cititypeaofloana.  On  the  eoneeaaional 
debt,  loana  made  from  aid  or  food  for 
peace  acoounta,  wc  will  propoae  aubatan- 
tial  debt  raductiont  for  the  moat  heavily 
burdened  countriea.  And  we  will  alao  aell 
a  portion  of  outatanding  oommerdal  loana 
to  frcilitate  theac  debt*fore<)uity  and 
debC-for>natttre  awapa  in  countriea  that 
have  aet  up  audi  programa. 

Strengthanlng  environmental  Pollclea 

Theac  actiona  will  be  taken  on  a  caae-by- 
maebaaia.  One  meaaureofproeperity  in 
the  moat  imporUnt4ong<tenn  inveatment 
any  nation  can  make  ia  environmental 
well-being.  Aa  part  of  our  Enterpriae  for 
the  Americaa  Initiative,  we  will  take 
action  to  atrengthen  environmental 
policica  in  thia  hemiaphere. 


Debt>fcr-oacare  aw^  are  one 
example — pattereed  after  the  innovative 
agreementa  reached  by  aome  Latin 
American  nationa  and  their  oommereial 
creditorB.  We  will  alao  eaO  for  the 
creation  of  environmental  truata,  where 
intereat  paymanta  owed  on  matrvetured 
US  debt  erffl  be  paid  in  local  currency  and 
act  aaide  to  ibnd  environmental  projeeta 
ia  the  debtor  oountriea. 

Thaaa  innovative  a0peemaaU  offer  a 
powerfbl  new  tool  for  praaarvinc  the 
natural  wondera  of  thia  hemiaphere  that 
weahara.  fVoffltheviataaoftkeaa- 
apoOad  Arctic,  to  the  beautiaa  of  the 
baiTiarraefoffBeliaa,totheridiraiBfor- 
eata  of  the  Amaiona,  we  moat  protect  thia 
living  legacy  that  we  hold  in  tniat.  Foran 
ineraaaiag  number  of  our  aeighbora,  the 
need  for  free  meritet  reform  w  clear. 
Thcaa  nationa  need  eeonomie  breathing 
room  to  enact  bold  reforma.  And  thia 
official  debt  initiative  ia  one  anawer.  A 
way  out  from  under  the  cruahuig  burden 
of  debt  that  alowa  the  proeeea  of  reform. 

Conchialon 

I  know  there  ia  aome  eoneem  that  the 
revolutionary  diangea  we’ve  witneaaed 
thia  peat  year  in  Eakcm  &iropo  will 
ahift  our  attention  away  from  Latin 
America.  Butl  waattoaaaareaDofyou 
here  today,  m  I’ve  aaauied  many  demo¬ 
cratic  lea^ri  ia  Central  and  So^ 
America  and  the  Caribbean,  and  Mexico, 
the  United  Statea  wiO  not  loae  eight  of  the 
tremendoua  challengct  and  oppoitunitiee 
right  here  in  our  oam  hemiaphere.  And 


indeed,  aa  we  talk  with  the  leaden  of  the 
G-24  altout  the  emergiagdemoencioe  in 
Europe  I’ve  been  talking  to  them  alao 
about  their  auppofting  democracy  and 
economic  ftraadM  ia  Central  America. 
Our  aim  ia  a  doacr  partnenhip  between 
the  Americaa  and  our  frienda  in  Europe 
aadin  Aain. 

Two  yean  from  now,  our  hemiaphere 
wiO  calebiate  the  500th  aaaiveraaiy  of  aa 
epic  event,  Coiumbu/  diaeovery  of  Amer^ 
iea,  our  Nirw  World.  And  we  trace  our 
origina,  our  aharad  hiatory  to  the  time  of 
Cohm^  voyage  and  the  eouragooua 
queat  for  the  advancement  of  man. 

Today,  the  bonda  of  our  common  heritage 
are  atrengthened  by  the  love  of  ftoedom 
and  a  cominoa  commitmeat  to  democracy. 
Our  dudknge,  the  challenge  in  thia  new 
em  of  the  Americaa  ia  to  eecure  thia 
aharad  dioam  and  aO  ita  firuita  for  all  the 
people  of  the  Americaa— North,  Centnl, 
and  South. 

The  eomprehenaive  plan  that  I've  juat 
outlined  ie  proof  poaitivc  the  United 
Statea  ia  aerioua  about  forging  a  new 
partnerahip  with  our  Latin  American  and 
Caribbean  neighbon.  Wc’n  nady  to 
.  play  a  conatructive  role  at  thia  critical 
time  tomake  oun  the  ffi«t  folly  free 
hemiaphere  in  all  of  hiatory.  ■ 
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